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Welsh, Michael

From: Anderson, David

Sent: Tuesday, June 05, 2001 8:05 AM
To: : Welsh, Michael

Ce: ‘peggypm @patrickessie.com’

Subject: Questions and Proposed Changes re: AB 266

Below are the questions and proposed changes to AB 266 that | mentioned | would be sending over to you. | apologize for
the delay, but wanted to also discuss then with Peggy Partenfelder of the Wisconsin Deferred Deposit Association, which
we did yesterday.

We look forward to our meeting this afternoon at 2:00 pm. In addition to these items, we would like to present to
~ Representative Hoven the preliminary results of a yet-to-be-released review we conducted of the payday lending industry.
%

hange 1 - 138.14(1)(9)
Eliminate "in the ordinary course of business."

Even if a licensed lender only makes payday loans on occasion, they should be required to provide the disclosures. This
would also eliminate any disagreement on what "in the ordinary course of business” means..

s Change 2 - 138.14(2)(a)3

\/This currently indicates "That the applicant will be required to pay additional fees if the loan is refinanced rather than paid
in full when due." This should be changed to "That the applicant will be required to pay additional interest if the loan is
refinanced rather than paid in full when due.”

In general terms, a “fee” is a charge for labor or services. When fees are referenced in the consumer act, it is in the
context of things like official fees, appraisal fees, or fees for title insurance. Financing the loan additional times will require
the debtor to pay additional interest.

Also, it is good to avoid the use of the term “fee,” because in some other states payday lenders have argued these
transactions are not covered by consumer credit laws because they are merely assessing a service fee for deferring
presentment of a personal check.

hange 3 - 138.14(2)(b)
The department has several concerns about this provision. First, weare concerned that eight is too many and people

might people disregard the comparison, thinking they will never "renew" the loan eight times. By changing the language to
say “3 consecutive times,” more meaningful information might be provided for the benefit of the borrower.

pears the comparlson is to be based on the actual loan the apphcant has applied for, not a hypothetical loan.
If this is the case, it might-be-fair for the debtor to presume the lenderv tact;Temew the 1oan up to the number of times

fhere any obllgatlon on the part of the lender to offer the same terms as dlsclosed in the examplé?

Einally—e-the lamount- oan" the amount financed o ? i perhaps be clarified.
.Change 4 - 138.14(2)(d)

This currently indicates “Educational materials provided by the department under sub. (4)." Change this to "The
educational materials required by the rules promulgated by the department.”

Instead of providing the educational materials to the payday lenders, we would like to set forth in the rules the form and
content of the materials that the payday lender has to give to the applicant.



L
¥

% Change 5 - 138.14(4)(a)

Change this to "The department shall promulgate rules for the administration of this section. The rules shall include a
ethod for calculating the amounts required to be disclosed under sub. (2)(b) and shall set forth the form and content of

the educational materials required by sub. (2)(d). The educational materials must inform an applicant of the potential costs
of entering into a payday loan and of other options for borrowing funds that may be available to the applicant."
This change would allow the department to control the content and format of the educational materials without actually
producing them. This would reduce the cost to the department and the lender, and would also reduce the previously
published fiscal note.

¥ Change 6 - 138.14(4)(b)
Eliminate
The lender will be required to produce their own educational materiais.

¥Change 7 - Create Section 138.09(8)(f)

- Create section 138.09(8)(f) to read "When making a payday loan, as defined in s. 138.14(1)(f), comply with the provisions
of s. 138.14."

Since all of our enforcement and examination authority for payday lenders is in 138.09, we would like this addition to make
it clear we can examine for and enforce 138.14. . '

Please call me at 267-1719 or our Policy Advisor Lisa Roys at 266-0450 if you have any questions. Thanks!

Dave Anderson
Executive Assistant
Department of Financial Institutions

FLE/}§ F FEEL FRFE T &ALL MyssLf IR DAVE ANDERSow
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March 30, 2001 - I

uced by Representatives HOVEN, ALBERS, BERCEALL-BOYEE,
~"HAHN, KESTELL, WCZYK, LADWIG, LEIBHAM USSER, OTT,
ETROWSKI, POWERS, RATTI, STONE, To

. WASSERMAN, cosponsored by Senators GEORGE, B ART, DARLING, ROESSLER
and ROSENZWEIG. Referred to Committee on Financial Institutions.

1 AN Ac I to create 138.14 of the statutes; relating to: payday loan providers and

2 granting rule-making authority.

.\ o e e S -
- ————— N o’
:\

e Analysis by the Legislative Reference Bureau :
Currently, state and federal law contain numerous provisions regulating
consumer loans (generally, loans of $25,000 or less made to individuals for personal,
family, or household pugposes). For example, under current law, the creditor must
provide the borrower under the consumer loan with certain information before the
loan is consummated. Among other things, the creditor must disclose the total

amount financed in the transactionjihe amougj;ﬂf&"t(he finance charge assessed in the
transaction, and the cost of the credit sqgégifed as a yearly rate. The creditor must

also provide the borrower with a noticetHat encourages the borrower to examine the
loan documentation and that advises the borrower of certain rights.

This bill creates additionial notice requifements that specifically apply to
payday loans. In a typig;a,lzpayday loan transactio%’e%fiﬁtor accepts a personal
check from the borrgwer, pays the borrower the amount of the check less any
applicable finance eharge, and agrees to wait a short time, stich as two weeks, before
depositing the,eheck. Under this bill, before disbursing funds\p\) suant to a payday
loan, the pdyday loan provider must provide the borrower with_a notice that
compares the cost of the payday loan if it is paid in full when due witrlf,}lr\epost of the
pa};g Ay loan if it is paid in full after being refinanced eight times. Furthermg(;:, the
payday loan provider must notify the borrower that a payday loan is not interided to

~meet long-term financial needs, that a payday loan should be used only in a finanti
~ emergency, that the borrower will be required to pay additional fees if the payday
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\‘,
oan is not paid in full when due, and that refinancjng the payday loan, or eé:;:g%

into consecutive payday ldans to pay an existing paydayiloan, may cause/financialé

the\potential/costs of entering into a payday loan and of other optigns for borrowing
fungs that may be available

\oen NN
\VANY

The péople of the state of Wisconsin, represented in senate and assembly, do
enact as follows:

\NSERT 2] —
‘ SECTION 1. 138.14 of the statutes is created to read:
138.14 Payday loan providers. (1) DEFINITIONS. In this section:
(@) “Applicant” means an individual who obtains or seeks to obtain a payday

loan. l
(b) “Check” has the meaning given in s. 403.104 (6).1

(c) “Department” means the department of financial institutions.

(d) “Financial establishment” means any organization that is authorized to do
business under state or federal law and that holds a demand deposit, savings deposit,
or other asset account belonging to an individual.

(e) “Organization” has the meaning given in s. 19.42 (11).‘{

() “Payday loan” means any of the following:

1. A transaction between an individual with an account at a financial
establishment and another person, in which the person agrees to accept from the

individual a check that draws on the account, to hold the check for a period of time

before negotiating or presenting the check for payment, and to pay to the individual,
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ASSEMBLY BILL 266 SECTION 1
at any time before negotiating or presenting the check for payment, an amount that
is agreed to by the individual.

2. A transaction between an individual with an account at a financial
establishment and another person, in which the person agrees to accept the
individual’s authorization to initiate an electronic fund transfer from the account, to
wait for a period of time before initiating the electronic fund transfer, and to pay to
the individual, at any time before initiating the electronic fund transfer, an amount
that is agreed to by the individual. |

(g) “Payday loan provider” means a person who is required to be licensed under
s. 138.09 and who makes payday loans\vwww}%

(2) DISCLOSURE REQUIREMENTS. Before disbursing funds pursuant to a payday
loén, a payday loan provider shall provide all of the following to the applicant:

(@) A clear and conspicuous printed or typewritten notice indicating all of the
following:

1. That a payday loan is not intended to meet long—term financial needs.

2. That an applicant should use a payday loan only to provide funds in

financial emergency.

3. That the applicant will be required to pay addition 5 Aif the loan is
refinanced rather than paid in full when due.

4. That refinancing a payday loan.or entering into consecutive payday loans to
pay an existiﬁg payday loan may cause financial hardship for the applicant.

(b) A clear and conspicuous printed or typeWritten notice comparing the cost
to the applicant if the applicant pays the payday loan in full at the end of the loan

term with the cost to the applicant if the applicant pays the payday loan in full after
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1 financing the amount of the payday loan at the end of the loan ter onsecutive
2 times. |
3 (c) A clear and conspicuous printed or typewritten notice that the applicant
4 may cancel the transaction, at no cost to the apphcant at any time before receiving
5 the funds pursuant to the payday loan S resced lg\/ fe &\"W
.’JGV\ @%caﬁond materialy pro% i-‘!- -tk ‘r w AD A
W'; (3) POSTING REQUIREMENT. A payday loan provider shall post a copy of each
8 notice required under sub. (2) (a) and (c) in a conspicuous location at each place
9 where, in the ordinary course of business, an applicant signs a contract for a payday
10 loan.
11 4) ADMINISTRATION. The department shall promulgate rules
12 fo ensure the efficient administration of this section. The rules shall include
13 a rﬁethod for calculating the amounts required to be dlsclose¢under
‘ (Tules {;:«?amBﬁ He Torm and conlent of C::i;\&
14 addition, the shall mewp)educatlonal materialsffo mform an applicant
15 of the potential costs of entering into a payday loan and of other options for borrowi
16 ds that may be available to the applicant. . |
17 b) Upon the T : ay Io
da ider-with copi
AT g U may char, payd
irlnal materials-supphied ux{tygrtiisvsul

SECTION 2. Nonstatutory provisions,
(1) SUBMISSION OF PROPOSED RULES GOVERNING PAYDAY LOAN PROVIDERS. No later
23 than the first day of the 6th month beginning after publication, the department of

24 financial institutions shall submit in proposed form the rules governing payday loan
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providers under section 138.14 (4) of the statutes, as created by this act, to the
legislative council staff under section 227.15 (1) of the statutes. -

SecTION 3. Initial applicability.

(1) The creation of section 138.14 of the statutes first applies to payday loans
made on the effective date of this subsection.

' SECTION 4. Effective date.
(1) The creation of section 138.14 of the statutes and SECTION 3 (1) of this act

take effect on the first day of the 12th month beginning after publication.

(END)
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DRAFTER’S NOTE LRBs0139/1dn
FROM THE - RIM:wljijf
LEGISLATIVE REFERENCE BUREAU

June 11, 2001

Representative Hoven:

Attached is the substitute amendment you requested regarding payday loan providers.
Please feel free to call if you have any questions or desire any changes.

Robert J. Marchant

Legislative Attorney

Phone: (608) 261-4454

E-mail: robert.marchant@legis.state.wi.us



